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SECTION I . 


SUMMARY OF FAR EAST TRENDS AND DEVELOP ’EM TS 


25X6A 


Chi&ng Kai-ahek and Philippine President Quirino, aieeting ir> the 
Philippines, a Pacific Union (p. 2). 



Peopled Amy continues troop concentrations in border area (p« 4). 


In China CCP Chairman Mao, in explaining hie concept of a "democratic 
dictatorship , told the Chinese people that they would soon be living 
under a police state and that China would follow the path of the USSR 
' p * S /4 The beating of a US consular official in Shanghai was the latest 
manifestation of anti -foreign feeling in that city; anti-foreignism has 
now developed into a struggle between local Communist authorities and the 
US Consulate- general (p. 6). 


Republican leaders, recently returned to Jogjakarta, are improving 
their position (p, e). 


Bao Dai's weak cabinet and failure to visit Hanoi further depress 
his chances of success (p. d)» 

New Fhibul Government is encountering considerable opposition in 
Parliament to a vote of confidence (p„ s) r . 


w 


("A" 

with 


Marginal notations used in succeeding sections of this weekly 
* "f* or f ' G ") indicate the importance of the items in B/FE opinion 
A representing the most important. 
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SECTION 3 1„ DEVELOP' ’ENTS TO SPUCIFIHD AREAS 
GENERAL 



inc 


rs A*' 


rresiaenc ’lur-uiu G ^snera— — — — ** - 

statement , recommended the formation of a Pacifle union to ^ ««***" ** 
counteract" CoOTsuniasu The statement was issued following two days of 
talks at Baguio, in the Philippines, to which Cruang had flown at his 

own request tc discuss Sin^Philipni** ««**« ” la r L 

Ror.m tries with other Pacific nations. According to press reports, Ohiang 
snd Oulrino agreed in their conference that the Philippines, Chxna, ® • 

the Republic cf Korea will form the nucleus of the 

rer^sontativer of other Pacific countries,, including the ho, should be 
Ixivited to participate in a preliminary international conference to 
acoeets of its formation* Since independent attempts to obtain definite ■*» 
continents have bean unsuccessful, the three principals apparently hope to 
exert pressure upon the ”S through a collective approach, 

A PMiric pact TO. first proposed in tartr.ll* l»rt tfsrch. tlw K^*«l 
TOS further rtSitlrt* *v ~r«M«rt Julrino lrt«r U.. rta. a»«> «!>« » 
the ,rt to "take the lead i:i the far -.aet and not eaieentra,e r.er an- 
SErtSLii- on 3U«* President Rhee of Korea a hsoet i^d lately 
echoed the idea... The »S, the ultimate access 

clearly indicated last "ar that it was not considering P ■ 

for the Pacific along trie lines cf the Atlantic .act.* 

expressed mere recently "every eyanotfcy *ith and inters, in 

peoples of the Pacific wee to develop close coopers -ivere^tionahip^ 

to move toward common counsel and routes*. assistance OR •■* - ^ 

of the area," Without ?’S support, a Pacific union wouid probably develop 

into a pressure group expending its efforts at obtaining aid rather thait 

JSlrirJtoLrd positive achievement within the limits of its own rtrmgtn. 
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Peoples A nsy Troop Doverng nta—Recent reports indicate that the People's *B" 
Army is continuing move into positions closer to the 38th parallel „ 
Headquarters of the Second Division is believed to have moved from Ham-’ 
hung down to Tfonsan on the east coast with subordinate units deployed 
further south along the 17onsan»Seoul corrider* Reported movement of 
elements of the Third Division from the northeast port of Ranam to Ham- 
hung may indicate the entire Division will come south to positions va- 
cated by the Second Divisicau On the west coast** Headquarters of the 
first Division reportedly moved in Stay from Pyongyang to Sari won, only 
30 miles north of the border* 

Although some of these movements are not confirmed, they are logical 
steps in further consolidating People's Army administrative and tactical 
control of the border area*. Uith the People's Army moving into closer 
support of the North Korea Border Constabulary along the parallel , the 
orospect. of major border incidents is increasing and it is probahle that 
Peeples Army troops may join with the Border Constabulary in border bat- 
tles agai ns t Republican troops in the early future 0 
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Cjtaiyaan MAO outlines hi a Police State . MAO Tse-tucg, Chalrrmn and "A" 

t ^7 hine *° Party <CCP), in a 1 July article 

celebrating the E8th anniversary of the founding of the Party exolains the 

CMna^that 4Letat ® r,hi P*>" ■»<* informs the 460,000.000 people of 

t ?“ th u?n/ 0r J?*t r 09(11 e ° 0<i ' they wili h* laying under a rigid police 
f 10 ■ arti ® 1# ' «o»Po*«d in the slogging didactic style of Comrade 
Stalin, isapparentiy addressed to an unindootrinated audience ("young com- 
rades who hare Just Joined the Party and hare not read Marxism-leninism") , 
and is as orthodox as if it had been written in the Kremlin. There are /however, 

MK0 promises, of course, that the State will eventually "wither 
sway, but _ that, until the advent of "world Communism," every effort 

T*1 ^* t ^? gth6n «P««i*ny its instruments of coercion and 

punieteent. MAO admits that the charge of the opposition--"!™ are dicta- 
torial -“is correct: Yes, dear gentlemen, you are right; we are really 
tvlt K**.. democratic dictatorship" is a dictatorship of "the people" 

Z aw Zt i8, J f C0Urse ' the m » lon e which determines 

JS 0S °^“ Pporting tho CCP > ** d who the "reactionaries" 

- P f ^ f! ?° P) : Bda dictatorship, which must safeguard the revel- 
ution so long as it is threatened by "imperialism, domestic reactionaries, 
and oiasses, takes as Its first task that of "strengthening the people’s 
state apparatus, particularly the "people’s army, people’s police, 

* l *° 8u ^ estB th * *■** of uncooperative and unre~ 
pentant reactionaries "—concentration camps and slave labor. 

Throughout his article, MAO reaffirms tho OOP’s fidelity to Mob cow, 

^ CCP Pwf bt t0 ?***' £hge1 *' **** and Stalin, and com- 
miserating with those Chinese scholars who "sought truth in the West" but 

nri e w«J illU ?iS m * d i !f pariali8t ■egression**, this is also a warning to 
pro-Western Chinese intelligentsia, UA0 admiringly traces the growth of 

oviet power, credits the USSR with being the "main force" in World War II, 
and states that the postwar policy of the US confirmed the CCP in its 
decision to unite its forces with those of the USSR, its satellites, and 
Communist Parties everywhere. MAO repeats the frequent assertions of CCP 
leaders that there is no third road," that one must join either the forces 
> imperialism or of socialism, and, probably in preparation for a 
more active and open Soviet role in China, explains that the revolution 
in China could never have succeeded without help from those "international 
revolutionary forces" to whioh the CCP has bound itself. 

„ Turning to China's economics problems, MAO correctly foresees a 
grave problem... (in) educating the peasantry" to accept collectivisation* 
nevertheless it will be done, because, as the USSR discovered, it is essential 
for complete and consolidated socialism," MAO admits that China at present 
depends on foreign countries economically," but, perhaps anticipating 
an effort by the West to exploit that weakness, dismisses as "childish" 
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the notion the CCP program for China cannot succeed without US-’JK 

aid &r that disinterested assistance from such sources is conceivable.. 

The alternative, for thins, is to follow the path of the USSR, i <8sil for 
the State to extract the mxiaaun surplus value from every element of Chinese 
society.. That is what l&O proposes « "The Communist Party of the USSR 
is our best teachers" 

Conanuru st Anti -foreign! sm- - The recent arrest and three-day detention * 
°l a^Ufc consular official by Shanghai police, during which time the American 
was utterly beaten," climaxes a series of recent anti -foreign manifestations 
wince, shortly after its capture, Shanghai has been the focal point of 
anti-foreign incidents which nave been highlighted by Coirmmist-tolerafced 
coercion of foreign businesses by labor groups cut for profit and to 
settle old grudges. However, with the beating of a US official by Communiat 
police,, the anti -for oignism which the Party encouraged but in which It 
was not directly involved arid could later disclaim, spilled over to include 
Communist officialdom and became, thereby* a Party responsibility.. The 
Party press and radio nave thus Jar been media through which anti-foreiro 
feelings were spread* s,g, s when the British vessel, Amethyst, was* she lied 
in the Yangtze, the Communist press and radio charged the British had 
opened fire on Communist troops after "intruding" (without Communist per- 
mission; upon China • 8 great inland ‘waterway" snd protfd sed that the Com- 
munists would always protect the "territorial sovereignty” of the country, 
he more recent ^ arrest of the Ud -Consulate-general official was represented 
pe op i e of Communist China as indicative of Communist intolerance 
of imperialist provocative actions" oy foreigners who treat the Chinese 
with arrogance, roughness or slight." The Communists have publicized 
apologies and confessions by foreigners accused of wrong doing; devices 
aimed at the domestic propaganda market with success. As a matter of 
fact the Party may have been a trifle ton s uceessfui in turning the attention 
of t,:(? people outward, and has touched off a series of incidents op er 
which it no longer can e xeruj.se firm control. Bincer the Communists are 
now themselves involved, they must either carry the campaign to its logical 
end and drive all foreigners out of Shanghai „ which they probably wish 
to avoid, or modify their approach and attempt to re-create at least a 
temporarily tolerable atmosphere for foreigners. They will probably 
choose the latter, since no parallel should be drawn between the Shanghai 
incidents and the ill-treatment of US consular personnel (perhaps even 
worse anu certainly of longer duration), which has been encountered ia 
Mukden and Bair an, for there the Communists probably do desire to drive 
the US out. 


>B* 


CCP MONETARY DIFFICULTIES 

fly giving the Peoples Bank Notes certain attributes of commodity cur 
rency, the vC? hopes tc maintain public confidence in the monetary system 
of the Communist government. The objective of Communist measures is to 


WpK 

vr 
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ass me the public that the value of savings will not be impaired because 
of currency depreciation =. Money deposited in oanks as servings is credited 
to the account of the depositor in terms of the currently preventing 
levels When the savings are withdrawn, the depositor receives an smeunt 
equivalent in purchasing power to his original deposit,- Jr. otner worus „ 
if the iadox of commodity prices rises twofold* the saver is out* uled 
to withdraw twice the amount of PEN he originally desposited- In Shangha ?• » 
the index for calculating purchasing power is based on the prices of 
rice* cotton yarn, vegetable oil* and coal briquettes, 

Au attempt is also being made to maintain the purchasing power of 
■wages, - Labor contracts that are currently drawn in Shanghai, for example, 
provide for wages fixed in terms of rice equivalent; As the pr*ce of 
rice goes up* so does the money wage received oy the worker* 

The monetary Innovations of the COP have thus far proved ineffective 
to prevent a substantial inflation. In the last week of June, the price 
of rice in Shanghai doubled; the black market quotation for US dollars 
went up by about 50 percent. Thus/ with trade in the community at a virtua*. 
standstill because of the Nationalist blockade,; and with working <*rews 
that they may not lay off without ncurring exorbitant severance pay 
expenses * business firms must, dissipate working capital to meet labor 
costs that keep soaring with every increase in the price of rice- 

The current CCP experience indicates that price inflation rewlnt a 
formidable problem to plague Chinese- governments despite measures to ^ 
maintain purchasing power parity,. The evidence of the °dN depreciation 
s unrests that the Communists, like the rationalists, have been meeting 
government deficits by resort to the over-issue of paper money. Commodity 
shortages, in part, because of the Nationalist blockade, have also been 
contributed to the sharp price rise. Until the restoration of peseta and 
the attainment of political stability, the Cor’ will no doubt continue 
vulnerable to the serious psychological and economic nardicaps of a ueter- 
i orati ng cur rency 




CHxAHG resumes Nationalist leadership— ClllANG ?Cai-Lhek's self-ant uiated* 
sec’-aUveT journey to the Philippines and his conferences with Pressmen* 
ju-irino on a Pacific Pact and Sine-Fill nine- cooperation strikingly cumon- 
strata his return to leadership of Nationalist Unina, although Chim.b-s 
mission was technically unofficial, it marked a new and significant ^ ^ 
tactic in China’s search for foreign aid, CHlaNO' a trip to Baguio* xoi- 
iowing his recent participation in an import military conference xa iniwan,-. 
heralds his resumption of an overt dominant role in Nationalist h ‘-“ 
and the virtual termination of LI Tsung-jen’s nationa, influence, -„.iANw 
probably w‘ 11 visit- Canton shortly to direct personally Nationalist policy 
in hi e capacity as Chairman of the projected Kuond ntang Emergency Policy 

Coinmitieac 
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INDONESIA 

Republica n position improves- - Internal political tension in Republican "B* 
circles has eased considerate within the last few weeks. This improved 
sit uation is evidenced by the fact that no serious incidents have been 
reported since the Republicans took over Jogjakarta Residency fran the 
Dutch on 30 June arid by the enthusiastic v/elcorae by the populace of 
Jogjakarta accorded Sukarno, flatta and other Republican officials upon 
their return from Bangka on fc July, 

The Republican cabinet has already raet and is considering approval 
of commitments made by the Republican delegation recently at Batavia, 

Serious differences of opinion within the cabinet seem less likely now 
that Sjafruddin and other members of the Republican "Emergency Govex'-nton t ,! 
have returned to Jogjakarta from Sumatra and are prepared to relinquish 
their emergency powers , /'ny real opposition to the government is expected 
to come from the Indonesian Communist Party (PHI), which has increased 
considerably in nonfoors and prestige since the Dutch "police action" be- 
gan in December 1945 , 

INDOCHINA 

BagPai«s position weakening-On 1 July, two months after his return to ' "B* 

Vietnam, emperor Pao Dai finally announced a government for his new state.. 

He will serve as both Chief of State and Prime Minister, while General 
Zuan, president of the Provisional Central Government since June 1946. 
win act as V ice Premier and ’Inister of National Defense, The influential 
Vietnamese editor of "Echo du Vietnam" has been appointed Foreign • iniat-r. 

The Interior portfolio is temporarily reserved to Fao Dai because, as >«t 
a minister has not been selected to fill this position. He may be holding' 
the post open for a member of the resistance. The other cabinet officials, 
chiefly undersecretaries, are either technicians or representatives of 
minor parties and religious groups. 

Reaction in French-controlled areas to these appointments has been 
primarily one of "wait and see" in South Vietnam and disappointment in 
NcrthVietnam. \ihiU one representative French official expressed fear 
that there were "too many anti-French ultra-nationalists" included, moat 
Vietnamese feel that the majority of the cabinet officers, whose talents 
and influence appear questionable, are not the leaders required to attract 
the non-Comraunist nationalists from Ho Chi Hinh, There have been indications, 
also, that some of the ministerial posts were announced without the per- 
mission of the ajpointees. From the Ho Chi ”inh-contr oiled zone the re- 
sistance radio broadcast an expected diatribe describing the "sullen mixture 
of puppets" and "third-rate lackeys" who have emerged as a result of the 
efforts of "French imperialism." 
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Bao Dai' a position may have been further endangered bv the cortir-tieri 

-at to tsrst .ili; 

terioration of the newly erected triumphal arches by action of the tropic 
Sin f? th ® date originally fixed is probably symbolic of a ' 

beS^^w^w*** 0 ? 2 J hfttwer Bat> Dai sentiment then existed." It is 
r£3 i fw^ d 1 ^ hat , W ?f t f Ver Psychological benefit could have bean ds~ 
rived from an early visit by the Emperor has now been lost, 

v,, -P 1 ? ®°° 1 P®cepUon accorded the announcement of Bao Dai* s cabinet and 

shed prestige in the Hanoi area are additional indications of the 
task to b « accomplished by the Emperor. His chances of success, 
wherefore, remain fairly remote under existing circumstances, 

r?A hand 


? lmrpl f er r ticized - The Thai Government, famed 23 
extensive critical doba t« in Parliament frcm the 
?f 1 ?? rat ***** P^ior to a vote of confidence. Apparently 
opposition tacvicr are intended to capitalise politically through radio 
broadcasts of the Parliamentary proceedings. The Democrats, led by «*- 

KhuaC f* are devoting the weight of their attack on aray and police 
^terferen^e in politics, upon misuse of arny appropriations, and upon tho 

f ?hibul regiraS * Khua ^ has told a^d?fSS«a, 
7? ^ the b f Unt ° f th ® opposition's attacks, that a detailed reply 

1,0 ^oestions concerning any appropriations is a prerequisite to a vote of 
ccsii laence, 

th ® government came before mrliaacnt for approval, the opoosi- 
v T J f Ul } y , def oated & more t0 raider the cabinet as a unit and e© 

a f- 01 ® 1 ' 17 ** riini3tr 7 examination. It appears that the debate 
will continue for several more days if other ministries arc subjected to the 
same length criticism as have the Defense, Interior and Education Ministries. 

la ooiioyoo, ncwsver, that the opposition is not prepared at t> resent to 
record a vote of non-ccnfid«awe in the Fhibul Government deepite’ mounting 
poplar and Parliamentary dissatisfaction, Presumably, the military clique 
supporting Premier Phibul is considered by the Democrats to be too firmly 

t 51 f ? r t,he latter to risk harsh retaliation for a Fhibul defeat 

in Parliament. 
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